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Figure 1-A Shared-Savings Mechanism
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 Figure 1-B Potential Earnings and Penalty Relationship
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 Figure 1-B 2008 Potential Earnings and Penalty Relationship
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PER = 15%

Earnings = PER x PEB
Penalty = PER 
x (PEB)

PER = Performance Earnings Rate (slope)
PEBr = Realized Performance Earnings Basis
PEBt = Target (forecasted) Performance Earnings BasisPER = -100%

% of Forecasted Net Benefits

PEBr
PEBt

Performance Earnings Rate 

Minimum Performance 
Standard (applied to 1st 
earnings claim only)

-50% 0%

100%70% [1]

Figure 1-A Shared Savings Mechanism

[1] Approximates SCE’s proposal for an MPS of 70% of energy savings and demand reduction goals.
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SHARED SAVINGS MECHANISM
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Note: Illustrative dollar figures are for 2006-08 EE portfolios, for all utilities combined
over 3 years, and for gas and electric savings combined

A Tier II Shared-Savings Reward:
• Customers receive 94% of net benefits.
• Utility administrator receives 6% of net benefits.
• Administrators’ reward capped at 15% of authorized budget (~$300

million in aggregate for all utilities). Cap kicks in at ~195% of
expected net benefits on average across all utilities.

• Forecasted reward (under utilities’ compliance filings): $154 million.
• Estimated potential rewards at forecasted cost-effectiveness (varying %

of energy goals): $142-$284 million.
• Estimated potential rewards at forecasted savings (varying cost-

effectiveness): $30-$300 million.
B Tier I Shared-Savings Reward:

• Customers receive 97 % of net benefits.
• Utility administrator receives 3% of net benefits.
• Estimated potential rewards at forecasted cost-effectiveness (varying %

of goals): $60-$71 million.
• Estimated potential rewards with varying cost-effectiveness at varying

% of energy goals: $12-$150 million.

C Deadband:
• No reward or penalty, as long as programs are provide net benefits.

D Tier I Penalty:
• Utility administrator reimburses customers 1 c/kWh, 10 c/therm, and

$5/kW for each annual unit below the target.
• Estimated potential penalties: $26-$39 million, if programs are still

providing net benefits.
• Utility also reimburses customers for any negative net benefits, capped

at the total cost of the programs.

F Tier II Penalty:
• Utility administrator reimburses customers 2 c/kWh, 20 c/therm, and

$10/kW for each annual unit below the target.
• Estimated potential penalties: $78 to $130 million, capped at 7.5% of

budget ($150 million), if programs are still providing net benefits.
• Utility also reimburses customers for any negative net benefits, capped

at the total cost of the programs.
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NRDC PROPOSED INCENTIVE MECHANISM EARNINGS/PENALTY CURVE

Cost-effectiveness guarantee capped at cost of total cost of programs

 PEB = Performance Earnings Basis (net benefits1)
 PER = Performance Earnings Rate

1
Net benefits are defined as the weighted average of the total resource cost (TRC) test (2/3 weight) and the program administrator cost (PAC) test (1/3 weight).
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Tier II A incentive peak demand kicker 
 • Achieving > 135% of peak demand savings target
 • Performance earnings rate = 2.5% (electric only), 3.0 % (electric& gas)
 • Administrator’s reward capped at 5% of authorized budget ($104M)
 • At 100% of projected earnings basis, total incentives = $70M 

Tier II incentive
 • Simultaneously achieving > 130% of assigned savings target(s)
 • Performance earnings rate = 2% (electric only), 2.5% (electric & gas), 
  3% (gas only)
 • Administrator’s reward capped at 5% of authorized budget ($104M)
 • At 100% of projected earnings basis, total incentives = $57.7M

 Tier I incentive 
 • Simultaneously achieving >= 110% of assigned savings target(s)
 • Performance earnings rate = 1% (electric only), 1.5% (electric & gas), 
  2% (gas only)
 • Administrator’s reward capped at 5% of authorized budget ($104M)
 • At 100% of projected earnings basis, total incentives = $32.5M 

Deadband 
 • Between 90 to 110% of assigned savings targets, no reward or penalty 

Tier I  penalty 
 • When realized savings fall below 90% of targets, administrator is 
  penalized at 1¢/kWh, 10¢/therm, and $5/kW for each annual kWh, 
  annual therm and kW below the assigned target
 • Penalty capped at 5% of authorized budget ($104M)
 • At 89% of kWh, therm and kW targets, total penalty = $18M

 
Tier II penalty 
 • When realized savings fall below 70% of targets, administrator is 
  penalized at 2¢/kWh, 20¢/therm, and $10/kW for each annual kWh, 
  annual therm and kW below the assigned target
 • At 69% of kWh, therm and kW targets, total penalty = $27M
 • Penalty capped at 5% of authorized budget ($104M)
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DRA ILLUSTRATION OF PROPOSED ENERGY EFFICIENCY
PERFORMANCE-INCENTIVE MECHANISM 

A. Tier II incentive
 • Simultaneously achieving > 120% of assigned savings target(s)
 • Performance earnings rate = 3% (electric only), 3.75% (electric & gas)
  4.5% (gas only)
 • Administrator’s reward capped at 10% of authorized budget ($208M)
 • At 100% of forecasted net benefits, total incentives = $86.6M

• Tier I incentive
 • Simultaneously achieving >= 100% of assigned savings target(s)
 • Performance earnings rate = 2% (electric only), 2.5% (electric & gas)
  3% (gas only)
 • Administrator’s reward capped at 7.5% of authorized budget ($156M)
 • At 100% of forecasted net benefits, total incentives = $58M

C. Deadband
 • Between 80 to 100% of assigned savings targets, no reward or penalty

D. Tier I penalty
 • When realized savings fall below 80% of targets, administrator is
  penalized at 1¢/kWh, 10¢/therm, and $5/kW for each annual kWh, annual
  therm and kW below the assigned target
 • At 79% of kWh, therm and kW targets, total penalty = $18M
 • Utility also reimburses customers for any negative net benefits
 • Penalty capped at 7.5% of authorized budget ($156M)

E. Tier II penalty
 • When realized savings fall below 50% of targets, administrator is
  penalized a 2¢/kWh, 20¢/therm, and $10/kW for each annual kWh,
  annual therm and kW below the assigned target
 • At 49% of kW, therm and kW targets, total penalty = $88M
 • Utility also reimburses customers for any negative net benefits
 • Penalty capped at 10% of authorized budget ($208M)   




